Abstract -This paper investigates the conditional effects of remittances on economic growth in 14 Middle East and North Africa (MENA) countries. Using unbalanced panel data over the period 1982-2016, we study the hypothesis that the effect of remittances on economic growth varies depending on the level of financial development and institutional environment in recipient countries. We use Two-Stage Least Squares (2SLS/IV) instrumental variables method in which we address the endogeneity of remittances. Our results reveal a complementary relationship between financial development and remittances to ensure economic growth. The estimations show that remittances promote growth in countries with a developed financial system and a strong institutional environment.
T
he increase in the volume of international migration over recent decades has led to an unprecedented increase in financial flows to labor-exporting countries. Indeed, international migrant remittances, 1 or money sent from migrants to households in the country of origin, have begun to be a significant source of external financing for developing countries. Considering only the remittances passing through formal channels their amount increased by 8.5 percent in 2017, rising to US$ 466 billion (World Bank, 2018) . In all regions, remittances have rebounded in 2017: by 20.9 percent in Europe and Central Asia, 11.4 percent in Sub-Saharan Africa, 9.3 percent in the Middle East and North Africa (MENA), 8.7 percent in Latin America and the Caribbean, and by 5.8 percent in East Asia and the Pacific or in South Asia. The trend is expected to continue in 2018, with remittance flows to developing countries growing by an estimated 4.1 percent to reach $485 billion. With US$ 73 billion of remittances, the MENA region is one of the top remittance recipients in the world after East Asia and the Pacific, Latin America and the Caribbean.
In the last decade, remittances have expanded while other financial inflows have declined. This has made remittances one of the most important sources of foreign exchange and household income. They contribute significantly to GDP surpassing Official Development Assistance (ODA), as well as to private debt and portfolio equity. In the countries of MENA region, in 2017, personal remittances received represented on average 6.5% of GDP (World Bank, 2018) . The top receivers in terms of percentage of GDP are Lebanon (15.3%) and Palestine (14.3%) closely followed by Jordan (11%), Egypt (9.5%) and Morocco (6.2%) (cf. Appendix, Figure A 
-I).
However, recorded data on remittances are imperfect and underestimate the actual flows. On the one hand, a number of developing countries do not report remittances in their balance of payments (e.g. Afghanistan, Cuba). On the other hand, since fees for sending money (bank or transfer operators fees) are relatively high, remittances are often sent via informal channels such as friends, relatives and the Hawala system.
2 El Qorchi et al. (2003) estimate informal flows in the range of 10 to 50% of recorded remittances. Remittances fees are known to be high, they depend on the transferred amount, the exchange rate and the country of destination. The World Bank estimates that these fees represent about 10% of the amount sent. Consequently, the high costs of operations may discourage migrants from sending small amounts through formal channels. Moreover, while migrants might be able to access formal operators or banking services to send money, this is not necessarily the case for recipients. 1 2 In the literature, the macroeconomic effects of remittances have been the subject of renewed attention in recent years. As other financial flows, remittances have positive and negative effects. They may increase investments, affect human capital accumulation and alleviate poverty. They may also significantly reduce work effort, create moral hazards or lead to Dutch disease effects. However, the majority of these studies have only focused on the direct effects and they do not incorporate the indirect or the conditional effects. Potential endogeneity problem may also affect these estimations. Remittances are endogenous to education, household income and labour supply of family members and relatives left behind. Reverse causality, 3 common factors affecting both remittances, economic growth, and measurement error are also sources of endogeneity.
To address the endogeneity of remittances, in addition to their direct effect, this paper examines the conditional effects of remittances on economic growth in 14 MENA countries. 4 Our contribution to the literature consists in looking specifically at the interaction between remittances and financial development, on the one hand, and between remittances and the level of institutional quality, on the other hand. Thus, we include a number of interaction variables in the empirical investigations. Our regressions show that a solid financial system and good level of institutional quality complement the positive effect of remittances on economic growth. The remainder of this paper is organised as follows. The next section provides a literature survey of the relationship between remittances and economic growth. The following Migrant Remittances and Economic Growth section describes the data, model specification and econometric technique. Then the empirical results are discussed.
Literature Survey
Existing studies on remittances do not provide conclusive evidence of their macroeconomic impacts. While some have found that remittances may increase investments (Woodruff & Zenteno, 2007; Giuliano & Ruiz-Arranz, 2009) , make human capital accumulation easy (Edwards & Ureta, 2003; Rapoport & Docquier, 2005; Calero et al., 2009; Combes & Ebeke, 2011) , enhance total factor productivity (Abdih et al., 2012) and alleviate poverty (Akobeng, 2016; Majeed, 2015; Adams Jr & Cuecuecha, 2013) , others have pointed out that remittances may significantly reduce recipient households' work effort (El Hamma, 2017; Chami et al., 2005) , create moral hazards (Gubert, 2002) , accelerate inflation (Khan & Islam, 2013) , and lead to Dutch disease effects i.e. an appreciation in the real exchange rate accompanied by resource re-allocation from the traded sector towards the non-traded sector (Amuedo-Dorantes et al., 2010; Bourdet & Falck, 2006; ).
Likewise, neither theoretical nor empirical studies have provided conclusive answers regarding the specific effect of remittances on economic growth. Faini (2002) provides evidence of their positive effect on economic growth, but Chami et al. (2003) find a negative correlation between remittances and growth, due to moral hazard and the reduction of recipients' labour force participation. However, Lucas (2005) criticised Chami's study for not taking into account the remittances' endogeneity problem. In the Philippines, using simple correlation and vector autoregression technique (Impulse Response Functions) on annual data for 1985 -2002 , Burgess and Haksar (2005 argue that the long-term economic effects of remittances are ambiguous. However, they find evidence of a stabilising impact of remittances on private consumption. For the same country, Ang (2009) finds that the overall impact of remittances on growth is positive. Ziesemer (2012) provides evidence suggesting that the effect of remittances on economic growth is stronger in low-income countries (i.e. income lower than US $ 1,200 per capita). Moreover, the author shows the presence of remittances would increase the growth rate by two percentage points. For Latin American countries, Mundaca (2009) , using the domestic bank credit as a regressor to examine the effect of remittances on growth, also finds a positive effect of remittances on economic growth. According to this author, a 10% increase in remittances (measured as a percentage of GDP) contributes to increasing per capita GDP by 3.49%. When she drops domestic bank credit from the equation, the GDP per capita increases only by 3.18%.
More recently, in Sub-Saharan African (SSA) countries, Singh et al. (2011) report that the impact of international remittances on economic growth is negative. However, countries with good governance have more opportunity to unlock the potential for remittances to improve economic growth. In a related study, using annual panel data for 64 African, Asian, and Latin American-Caribbean countries from 1987 , Fayissa and Nsiah (2012 find that remittances boost growth in countries with less developed financial systems, by providing an alternative way to finance investment and helping overcome liquidity constraints. In contrast, Ahamada and Coulibaly (2013) report that remittances do not increase growth in 20 SSA countries: for the authors, remittances do not increase physical capital investment. Adams and Klobodu (2016) using the General Method of Moments estimation technique, examine the effect of remittances and regime durability on economic growth find no evidence that remittances have contributed to economic growth in the SSA region.
Until the last decade, most empirical studies seemed to neglect other channels through which remittances can stimulate economic growth. As stated above, remittances can increase the volume of disposable income and savings. Thus, they can stimulate the investment rate and hence economic growth. In Pakistan, Adams Jr (2003) shows that international remittances have a positive effect on the saving rate. For the author, the marginal propensity to save on international remittances is 0.71, while it is only 0.085 on rental income. Moreover, the author demonstrates that the Pakistani households who receive remittances have a very high propensity to save, and the effect of remittances on growth could be amplified if remittances are channelled by the banking sector. In Kyrgyzstan, Aitymbetov (2006) also finds that remittances positively affect economic growth because about 10% of these transfers are invested. Using survey data from Mexico, Woodruff and Zenteno (2007) find that 5% of remittances received are invested in micro-enterprises. For the authors, remittances have a positive effect on economic growth because they boost investment in the long term. Finally, in five Mediterranean countries, Glytsos (2005) investigates the impact of exogenous shocks of remittances on consumption, investment, imports, and output. Building a Keynesian model in which he includes the remittances as part of disposable income, he demonstrates that remittances boost growth. For the author, the effect of remittances on growth passes through the income disposable and investment channels.
These empirical studies investigate the direct effect of remittances on the determinants of economic growth. However, other researchers have investigated the conditional effect by incorporating an interaction term between international remittances and other variables that could complement the direct effect in stimulating growth. Fajnzylber et al. (2008) explore for Latin American countries the remittances' effect on real per capita growth. The authors include as a regressor a term of interaction between remittances and human capital, political institutions and the financial development. They find a negative indication of the remittances' coefficient and a positive sign of the interaction term when human capital and institutions are included. However, the remittances coefficient has a positive sign and the interaction term has a negative sign when the financial system depth is included. Fajnzylber et al. (2008) conclude that human capital accumulation and improvement in institutional quality enhance the positive effect of remittances on economic growth. But the financial development substitutes for international remittances in stimulating growth. On the basis of these findings, remittances are considered to be ineffective in enhancing economic development in countries where financial institutions are weak or where there is low human capital accumulation. Giuliano and Ruiz-Arranz (2009) conducted a study similar to Mundaca's. They used financial development in interaction with remittances as regressor and found that remittances are an alternative way to finance investment, help overcome liquidity constraints (substitute for the absence of financial development). In addition, Bettin and Zazzaro (2012) include an interaction variable (remittances multiplied by bank efficiency index) and find a complementary relation between remittances and financial development. As Giuliano and Ruiz-Arranz (2009), Catrinescu et al. (2009) use political and institutional variables as terms of interaction with remittances. The authors, using the Anderson-Hsio estimator, found a positive relation between remittances and growth. However, Barajas et al. (2009) use microeconomics variables as instruments to deal with the potential endogeneity between remittances and growth. They find non-significant direct effects of growth of remittances in an estimate for a panel of 84 developing countries.
The literature review above reveals that the impact of remittances on economic growth found in the studies highly depends on the estimation method, the sample period, the country characteristics (strong financial development, good institutions quality, strong bank efficiency), observed and unobserved countryspecific effects and the endogeneity of regressors. However, as far as we know, no studies have directly investigated the conditional effect of remittances on growth in the MENA region, having focused only on the direct effect. This paper is an attempt to fill the gap. Specifically, we investigate the interaction between remittances, financial development and the level of institutional quality. To do this, a number of interaction variables have been included in the specifications to assess the conditions in which remittances can improve economic growth in MENA countries.
Model Specification, Data and Variables
We investigate empirically the links between remittances, financial development, institutional quality and economic growth by using an extended version of the growth model of Barro (1991 Barro ( , 1996 . The following reduced-form regression is used:
Here, GrowthGDP it indicates the growth of real GDP per capita in country i at time t.
GDP it − 1 is the initial (logarithm) GDP per capita, REM it is the key explanatory variable referring to the ratio of the remittances to GDP, η t is the time-specific effect, ν i an unobserved country-specific effect and ε it is the error term. X it is the matrix of control variables.
Following the definition of the World Bank, remittances are the current transfers sent by
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resident or non-resident workers to their countries of origin. They include personal transfers and compensation of employees. Personal transfers consist of all current transfers in cash received (sent) by resident households from (to) nonresident households. Personal transfers thus include all current transfers between resident and nonresident individuals. Compensation of employees refers to the income of border, seasonal, and other short-term workers who are employed in an economy where they are not resident and of residents employed by nonresident entities. The remittances variable is scaled by the home country's GDP. It should be kept in mind that the data underestimate the amounts because they do neither include transfers through informal channels (either such as hand-carries by friends or family members or organised as through Hawala), nor in-kind remittances (clothes and other consumer goods).
The choice of control variables and proxies of the determinants of growth are guided by the literature (Barro, 1996; Giuliano & Ruiz-Arranz, 2009; Combe & Ebeke, 2011; Imai et al., 2014) . These variables consist of:
-The initial GDP per capita (log(GDP t−1 )) to test the convergence hypothesis (Barro, 1996) ; -The ratio of gross fixed capital formation to real GDP used as a proxy for investment in physical capital;
-A proxy for the country's degree of openness, measured by the ratio of the sum of exports and imports to GDP; -The inflation rate, as a proxy for monetary discipline and macroeconomic stability;
-Government spending, measured as the ratio of government consumption to GDP;
-The age dependency ratio, that is, the ratio of dependents (people younger than 15 or older than 64) to the working-age population (those ages 15-64), as a proxy of capital human.
To capture the role of financial development on the effect of remittances on growth, we use three proxies related to the banking sector: the domestic credit to the private sector by banks as a percentage of GDP, M3 (the sum of currency and deposits in the central bank) as part of GDP and bank efficiency ratio. The first variable evaluates financial intermediation. The second one is used as a proxy of the size of financial intermediaries (relative to the size of the economy). The bank efficiency ratio is defined as the sum of expenses (without interest expenses) divided by the revenue. This is a quick and easy measure of banking productivity, i.e. a bank's ability to turn resources into revenue. All these variables have been chosen to form the financial indicator of World Development Indicators (WDI).
To evaluate the role of the institutional quality level on the effect of remittances on growth, we use four proxies: Political Institutions index, Law and Order, Government Stability and Democratic Accountability indexes. The first index is used to assess the political stability of the countries, Law and Order is used to assess the strength, impartiality of the legal system and popular observance of the law. Government Stability and Democratic Accountability indexes are used to respectively evaluate the government's ability to carry out its declared program(s) and its ability to stay in office, and how responsive government is to its people. These indices on institutional quality are available in data from the PRS Group, who specializes in country risk analysis.
5
Apart from the variables on institutions quality, all the others are drawn from the World Bank's indicators (World Development Indicators, WDI). WDI is a collection of time-series data for 217 economies, with many indicators going back to more than 50 years, that provides cross-country comparable statistics about development and people's lives around the globe. Summary statistics for all variables and availability of the data are detailed in the Appendix (see Table A -1). The model is estimated on annual observations, as well as 4-years averaged data. All the variables are described in the Appendix (see Table A -2).
The paper implements a panel regression analysis of 14 countries (N = 14) from 1982 to 2015 (T = 34). The countries are Algeria, Egypt, Iran, Iraq, Israel, Jordan, Lebanon, Malta, Morocco, Palestine, Syria, Tunisia, Turkey and Yemen. These countries were chosen for being the top emigration countries in the region, and also countries for which relevant data on remittances inflows was available over the period 1982-2016.
As a starting point (equation (1) or institutional quality. Then, in a second set of regressions, we test the hypothesis that the responsiveness of economic growth to remittances depends on the level of financial development and the level of institutional quality. In other words, we explore how the level of financial development or the institutional quality level of the recipient country affects the impact of remittances on economic growth. The novelty of the present paper lies in the estimation of the combined effect of remittances and conditional variables (financial development or the institutional quality). To this end, we introduce an interaction term between remittances and the financial development level or the institutional quality in equation (1). The modified versions of equation (1) that include the interactive terms can be written as:
In equation (2) and (3), the interaction term indicates that the effect of remittances on economic growth is different for different value of financial development or institutions quality, respectively. The unique effect of remittances on economic growth is not limited to β 1 but also depends on the value of β 2 and financial development/institutions quality. In other words, β 1 and β 2 provide information on the marginal impact 6 of remittances on growth conditional upon the financial development level or the institutional quality. Moreover, in equation (2), if β 1 is positive and β 2 is negative, remittances are more effective in promoting growth in countries with a shallower finance system. In other words, a negative interaction means that remittances have de facto acted as a substitute for financial services to enhance economic growth. However, when the effect of remittances is significantly negative, a positive interaction suggests that remittances and the financial system are complements (a better functioning financial system would lead remittances towards growth-enhancement). In a similar way, in equation (3), a positive interaction (β 2 > 0) would indicate that the institutional quality enhances the positive effect of remittances on growth when (β 1 > 0). Otherwise, when the interaction is negative (β 2 < 0), the institutional quality diminishes (β 1 > 0) or aggravates (β 1 < 0) the negative impact of remittances on growth.
6
A panel fixed effect (FE-OLS / OLS) estimation is used to estimate the effect of remittances on economic growth. However, we apply a Fixed Effects Two-Stage Least Squares (FE 2SLS) developed by Bollen (1996) to deal with the potential endogeneity problem and measurement errors. For example, remittances and finance development are likely to be correlated with the error terms because of the reverse causality from growth to those variables. However, when we run FE 2SLS, we test if the instruments selected are correlated with the endogenous regressors using the weak instrument test developed by Cragg and Donald (1993) and test their endogeneity using the Sargan's overidentifying restrictions test. According to the literature (Bollen, 1996; Bollen & Paxton, 1998; Pesaran & Taylor, 1999; Bollen et al., 2007) , 2SLS method not only deals with the endogeneity problem and the possible causality between remittances and growth: it easily caters for non-linear and interactions effects, it permits the routine use of often ignored diagnostic testing procedures for problems such as heteroscedasticity and specification error, and simulation evidence from econometrics suggests that 2SLS may perform better in small samples. For the endo genous variables, we rely on the internal instruments that are one lag variables. To check the validity of our estimations, collinearity, causality and endogeneity tests have been applied. In all the regressions, time-dummy variables were included to deal with any specific time effect. This should help to reduce the degree of heteroscedasticity in the error terms. We believe that would make the FE 2SLS more reliable because they are asymptotically efficient as estimates from Generalized Method of Moments developed by Arellano and Bond (1991) and Blundell and Bond (1998) .
Differentiating equations (2) and (3) with respect to remittances, equations (4) and (5) capture the marginal effect of remittances on GDP per capita growth for different levels of financial development and institutional quality, respectively. Moreover, according to equation (4) and (5), the minimum level (threshold) of 6. β 1 measures the direct effect while β 2 represents to the conditional effect.
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financial development and institutional quality at which the effect of remittances on economic growth is equal to zero is (-β 1 /β 2 ).
Econometric Results
Tables 1 and 2 (models 9-11) report FE-OLS and 2SLS regression based on equation 2 and using both annual and 4-year averaged data to avoid any potential simultaneity bias. However, we only interpret the results of the 2SLS estimation, because OLS results are likely to be biased: the relationship between remittances-growth and remittances-financed development is certainly endogenous. Fixed effects and period effects are added to the whole regression, which makes sense as far as the level of remittances may change over time. Tables 1, 2 and 3 show that the regressions satisfy mutually the Kleibergan-Paap test for weak instruments, and overidentification test of all instruments. The estimations reported in Table 1 (Model 1) show that the coefficient of the GDP lag is negative and strongly significant, and investment and trade openness are positively correlated with economic growth. Human capital, population growth rate and government spending negatively affect the growth rate (Jongwanich, 2007; . This finding seems to validate the idea that higher involvement of the government in the economy will have significant consequences on economic growth (Fer & Henrekson, 2001 ). Finally, high inflation is associated with a lower growth rate. These results are confirmed by estimation based on 4-year averaged data (see Table 2 ).
Moving to the key variables, we can see that all the measures of financial development have a positive and statistically different from zero effect. However, the estimated coefficients of remittances are not statistically different from zero (i.e. remittances do not have a significant impact on economic growth). These findings contrast with previous literature which found a positive effect of remittances on economic growth (Klobodu et al., 2016; Imai et al., 2014; Nyamongo et al., 2012) . These results suggest that remittances inflows to MENA countries could be sent in the presence of asymmetric information. The latest creates an imbalance of power between migrants and recipients: the latter may adopt an opportunistic behaviour and display a deterioration in their living conditions in order to receive more remittances. In other words, recipients who opt to live off the transfers they receive are likely to decrease their labour force participation or work effort, limit their job search, or engage in risky ventures (Ebeke, 2012) . In these cases, remittances arguably create moral hazard which is harmful to economic growth.
These results also lead to questioning the nature of the relationship between remittances and growth. In other words, the effect of remittances on economic growth may depend on other variables. Therefore, we explore this issue by investigating whether the financial development and the institutional level of the receiving countries influence the effect of remittances on the performance of economic growth. First, we estimate equation (2) in which a number of interaction variables have been added. We explore whether there is a substitutability or complementarity relationship between remittances and financial development in promoting economic growth in MENA countries. Models 2 to 4 (Table 1 ) and Models 9 to 11 (Table 2) present the outcomes of the regression models for both annual and four-year averaged data.
In each model, we use one proxy for financial development. The estimated coefficients of remittances and the interaction term are significantly negative and positive, respectively. As we explain above, the remittances and the financial development have a complementary effect in boosting the growth of GDP. This finding suggests that remittances have a positive effect on economic growth only if the domestic banking system is sufficiently sound. Similar findings were also obtained by Bettin and Zazzaro (2012) and Nyamongo et al. (2012) . However, these results are not in line with those of Barajas et al. (2009) or Giuliano and Ruiz-Arranz (2009) that supported the substitution view. Unlike our study, Giuliano and Ruiz-Arranz only used measures of the size of the financial sector, ignoring its efficiency (i.e.the ability to provide high-quality products and services at the lowest cost).
Solving equation (4), the threshold for a positive effect of remittances on economic growth is equal to -(-β 1 /β 2 ). Based on 2SLS estimations of model 1, and taking into account the ratio of domestic credit provided by banks to GDP as measure of the level of financial development, one obtain a value of -(-0.31/0.07309 = 4.2413). The Notes: * p<0.05, ** p<0.01, *** p<0.001. Standard errors in parentheses and their significance were calculated using the robust procedure in the Stata software application. Findvp1 = Domestic credit to private sector by banks in % of GDP; Findvp 2 = Liquide Liabilities (Broad money) in % GDP sector to GDP; Findvp3 = Claims on private sector (annual growth as % of broad money). Sources: See sample mean is equal to log(68.435) = 4.2196, indicating that the main part of the sample could benefit from remittance flows. Table 3 provides the list of countries satisfying the threshold for the estimated models (models 2 to 4). We can see that 8 out of 14 countries satisfy the requested threshold of models 2 and 3. However, only 6 countries reach the requested threshold estimated with model 4. In the other countries, the impact of remittances on growth is negative.
For example, in the case of Egypt, when financial development is measured as the ratio of domestic credit provided by the financial sector to GDP, the total effect is ∂GDP / ∂REM = -0.4352 + (0.1873 × 4.4775) = 0.0172. This indicates that a 1% increase in the share of remittances in GDP leads to a 0.0172% increase in GDP per capita growth rate. However, in Algeria, a 1% increase in remittances leads to a 0.046% decrease in the GDP growth rate. Figure I presents the impact of remittances on GDP per capita growth calculated for each country at the mean level of the three financial development indicators. This figure shows that whatever the financial development indicator, only 6 countries of the sample seem to benefit from remittances.
As for the last estimations, all control va riables have the expected sign and are on the whole significant, whatever the nature of the specification. From Table 4 , we can note that the direct effect of the institutional variables is positive (with one exception, the case of the democratic accountability). This suggests that countries with high level of institutions quality (lower risk) register a higher growth rate than countries with low level of institutions quality. This finding is in line with Farooq et al. (2013) for Pakistan, Agostino et al. (2016) for African countries, Huang (2015) for Asia Pacific countries and Alam (2017) for a panel of 86 countries. Table 4 (annual data) and in Table 2 (4-year averaged data, models 12 to 15). In this estimation, we test the interaction between remittances and the institutional environment. In other words, the specification allows us to test the hypothesis that the effect of remittances on growth is conditioned by the institutional quality. We present five specifications. In the first one, we use the composite Political Risk Index. This index is the sum of 12 components measuring various dimensions of the political and business environment faced by the firms operating 
Results of equation (3) appear in
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in a country. The value of this index varies from 0 for very high risk to 100 for very low risk. Then we replace the Political Risk Index by indices of Government Stability, Law and Order, and Democratic Accountability to better assess which of these components is effective in transmitting the effect of remittances to economic growth.
Considering our variables of interest, we note that all the interaction terms are positive and significant (exception for democratic accountability). The coefficients of remittances are negative, meaning that a higher level of institutional quality could eliminate the negative effect of remittances on economic growth.
Remittances and institutional quality are complements in enhancing growth. Thus, the strength and impartiality of the legal system, popular observance of the law, the government's ability to carry out its declared programs, and its ability to stay in office send a positive sign to recipient households, which may correct the asymmetry of information and promote growth. This implies that, in MENA countries, the economic performance is positively correlated with the quality of institutions. Based on these results, Table 5 compares this calculated threshold with the level of the institutional quality in each country of the sample. As we can see, out of 14 countries considered in the analysis, only Iraq and Lebanon do not have the robust and resilient institutional system required to benefit from remittances. Figure II shows the marginal effect of remittances on growth based on each country's Institutions quality index value. As we can see, remittances may have a negative effect on economic growth. However, the institutions of the country of origin can moderate this effect. First, a legal and regulatory system involving protection of property rights, contract enforcement, and good accounting practices has been identified as essential for financial development (Huang, 2010) . A solid financial system in the country of origin increases migrants' confidence in the banking system, and money will be sent through banks. In the country of origin, remittances tend to reduce the liquidity constraints of the financial system, allowing to finance other projects stimulating econo mic growth.
Policy implications are of different orders. First, remittances might become a substitute for inefficient or non-existent credit markets, providing local entrepreneurs with an alternative source of credit, and helping bypass the Sources: See lack of collateral or high lending costs to start productive activities (Giuliano & Ruiz-Arranz, 2009 ). Second, a higher level of institutions quality (enforcement of contracts, property rights, absence of corruption), might reassure the migrants regarding the situation of their home country, possibly leading to virtuous circles of migrants increasing their transfers to invest, innovate and take part in the economic activity, and recipient families further motivated to invest in physical and human capital.
* * *
In the last two decades, remittances reached the highest level in history and the receiving countries realized their importance. However, despite the growing literature, economists and researchers do not have a clear consensus regarding their impact on economic growth. Indeed, since many channels exist, it is challenging to establish the direction of relationship between migrants' transfers and economic growth. In this paper, we were interested in the role of financial sector and institutions quality as channels from which remittances may affect growth. Thus, we use, respectively, three and four indexes of financial development and institutions quality. Our Two-Stage Least Squares estimations show that high level of financial development and a strong institutional environment are required to enable remittances to enhance growth, independently of the measure of financial development and institutions quality used. However, our data have several limitations. First, we could not find an indicator taking into account the complex multidimensional nature of financial development. In other words, there is no composite measure that would encompass simultaneously the size, depth and efficiency of financial institutions. Second, the frequency and availability of data on institutions quality within the time horizon of the study vary between countries, making international comparisons difficult. Third, we did not include informal remittances and in-kind transfers, which may affect our estimations. Finally, within these limits, a policy implication for MENA countries could be that it is important not only attract more remittances inflows, but also to should provide more incentives for theses inflows to be spent in productive investments contributing to economic growth. Sources: World Bank national accounts data; author's calculations. 
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1982-2016
Inflation, GDP deflator (annual %)
World Bank national accounts data, and OECD National Accounts data files. Trade (% of GDP) World Bank national accounts data, and OECD National Accounts data files.
Gross fixed capital formation (% of GDP)
World Bank national accounts data, and OECD National Accounts data files. Age dependency ratio (% of working-age population)
World Bank staff estimates based on age distributions of United Nations Population Division's World Population Prospects: 2017 Revision.
General government final consumption expenditure (% of GDP)
World Bank national accounts data, and OECD National Accounts data files. 
